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Report To, The Chairman -,

Committee On Foreign Affairs-

OF THE UNITED STATES

o __ N

Tuition Rates Charged Foreign Governments
For Military Training Should Be Revised

Military training ii provided to foréign governments under
two programs; the Foreign Military Sales Program and the
International Military Education and Training program.
Countries purchase training under the Sales program

while the training_is grant-financed.in the latter case: At

he request of the Chairman, House Committee on Foreign

Affairs, GAO reviewed the effect of past changes in the

pricing of training and evaluated an administration pro-
posal for. further pricing changes. .

Revisions to the Arms Export Control Act, which authorizes
Foreign Military Sales training, have decreased the amounts

paid by foreign countries by an estimated $30 million

annually. Furthermore; the administratian’s proposal to

training revenues by an additional $40 million annually

. and increase the costs funded by defense appropriations:

GAO is recommending that the Congress éstablish a single

pricing structure for foreign military training based on full
cost and provide guidelines to discount prices.if warranted
-for political or national security reasons. GAO is also

recommending that the full cost of the grant program be

funded under the International Military.Education and
Training appropriation or that the authorizing legislation be

amended to provide for full disclosure of all costs.
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COMPTROLLER GENERAI, OF THE UNITED STATES
WASHINGTON D C 20548

4

The Honorable Dante B: Fascell

Chairman; Committee on Foreign
affairs

House of Representatives

Dear Mr. Chairman:'

‘While in _the process of féViéWiﬁg sééﬁtity assisEéﬁéé

in foreign mliltary tra1n1ng since 1975. Your request also asked

that we assess the effects of these changes on the Arms Export

Control &Act's requirement for full cost recovery. In further
discussions with your office;- we were asked to evaluate the
impact of the administration's proposal to establish a single

price for foreign mxlitary training:. This report is provided in

_Unless you publicly announce its contents e€arlier; we pitan
no further distribution of this report until 7 days from the
date of this letter. At that time, copies of the report will be
forwarded to appropriate House and Senate Committees; the Direc-
tor, Office of Management and Budget; and the Secretaries of

State and Defense. N

Sincerely yours,

Acting Comptroller Géneral
of the United States

q
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COMPTROLLLER GENERAL'S - : TUITION RATES CHARGED

REPORT. TO THE CHAIRMAN, FOREIGN GOVERNMENTS
\ COMMITTEE ON FOREIGN AFFAIRS ' FOR MILITARY TRAINING
HOUSE OF REPRESENTATIVES , SHOULD BE REVISED

bue to rev151ons to the Arms Fxport €ontrol
Act amounts pa1d by - foreign customers fot

and amn® estimated S30 mxllxon is not ecovered

annually.. Also; the administration's cur>reht
proposal _to amend the Arms Export Control Act

would reduce current training revenues by over

$S40 million annually. As a result, more costs
will be funded by defense appropriations.

The Chalrmangof the House Committee on Foreign
Affairé asked GAO to provide a éﬁfbhblédy of
eign m111tary tra1n1ng since 1975 and their
impact on the act's -requirement for recovery
of full cost. (See Chapter 2.) He also asked
GAO to analyze the impact.of the administra-
tion's currént proposal to establish a -single
price for selllng military training to foreign
countries. (See Chapter 3.)

, Official comments -on this report were not

b obtained from _the Departments of State and~w—

Deﬁenseuffﬁowever,,the #contents of this report
were discussed with approprlate officials in
these departments. - )

The United States prov1des mllltary tralnlng on

a grant or Sales basis to forelgn governments.

The Department of State has the principal role

in Formuiatlnq pollcy for this program, but the

Department of Defense,, through the Defense

Security Assistance Agency (DSAA),’lmplémehté

\ — 4~

the program:

tUnder the Forexgn ‘Assistance Act of 1961, as

amended, the Congress makes grants available to

foreign governments for training through the -

o International Military Education and Training

(IMET) program. The IMET:program totaled $46
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million 'in "fiscal year 1983; s26 million of

this /was for tuition' and the remaining $20

million was for travel and 1iving allowance,

medical costs; and operatxng costs for some of

the Panama €anal area schools: Iin addition;

the Arms Export Control Act, as-,amended

authorizes Nefense to sell training to foreign

countries under the foreign *mtlxtary sales

(FMS) program. About $194 million in training

was prov1ded in fiscal year 1983 under the

sales 5?6555&.

prov1des gu1de11nes to the services to price

Eralnlnq. The guidelines are used to computa

#raining costs reimbursakr’e to the services

from appropriated grant 1i.nds under IMET and
to determlne the tuition rates to be charged

‘countries purchasing training under the FMS

program: (See p. 1.)

“

FU L COST OF THE TRAINING PROGRAM

NOT BEING RFCOVERED

Recoverlng the full cost of U.S. government
involvement in FMS has been a cont1nu1ng con-
cern of the Congress.: The Arms Export.Control
Act_ requires that foreign countries pay the
full cost of training purchased idéluding an
appropriaté charge- for administrative serv-
ices, calculated on an _ average. percenfage

basis to recover the full estimated cost of

'adm1n1ster1ng sales made under the act How-~

==North Atlantic Ereaty ‘Organization (FATO)
colufnitries and a few other allies, and

~==those countries concurrently.receiving IMET
grant tra1n1nq. . : |

These exceptlons and the fallure of Defense to

ally to the U. S. government. Consequently,

these urrecovered costs continue to be funded

by Defernse appropriations. Under a full cost

concept, the costs to the Defense appropria-

tions of about $30 million annually for the

FMS , program could be considered :undisclosed

forelgn ass1stance for that proqram. (See p.

6. )

ii
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,resuitﬂlneunreinbursedgcosts

Theigrmsiggpgrt\Egntrglfgqt allows for wa1v1ng;

certain indirect costs for m111tarv personnel

in training from Australia, Japan, New Zealand

and the NATO countries pursuant to agreements

'for cooperative trairfng assistance. The act

states that these costs may be waived if the

Ftnanexal principles of the agreements are

based* on 5ec1proc1ty. During 1977, Defense

.entered 1nto sucﬁ an aqreement with' the mem-

-bers of NATO and with Australia in 1981 and
; New Zeaiand i

,1982. (See pp. 8 and 9.)

llon in unretmbursed traInInq costs annually

-

|, Incremsntal pricing forﬁcouﬁtiiéé
!? TYeceiving IMET qrant’traininq

¢ ; The 1980 amendments to the ?oreiqn Assxstance
) Act and the Arms Export Control Act allow for

incremehtal pricing;. of - tratning funded (1)
under the -IMET dgrant program and . (2) for
~  training purchased under the FMS program by
i “ those countries concurrently receiving IMET
] grant assistance.- - According. to DNSAA; this
' means: charging . only the _additional costs
. incurred in providing training over and above
the costs associated with oroviding the train-

ing srmultaneously to U.S. itudents»

tra1n1ng purchased at the FMS/IMET rates dur-
ing fiscal year 1982 upSto thée applicable full

The serv1ces reprlced _.at FAOﬁl;request, the

FMS or FMS/NATO rates. The results showed the
1980 amendment .resulted in reduced tuition
revenues amounting to about $16.7 million in
fiscal vear 1982. (See PP. 11 and 12.)

GAO found that in 1982, 1ncrementa1 prices
were charged for 30 colrses that were for for-°<
eign students only. Defense calculated incre-
mental prices for these _courses on the bas1s

7.S. students. The, costs’ not recovered' in
5 ‘these courses totaled up to $4:9 million for
,FMS/IMBT students. The unrecovered costs
\S </ »
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resulted from Defense's 1nappropr1ate applica-

tion of . its ‘own cost pricing instructions.
(The $4.9 million is included in the ‘$16.7

~

‘million cited above.) (See pp; 13 and’ 14 ) [s

" Also, as p01nted o&t in the admlnlstratxon )
current proposal to .amend, the Arms Export Con-

trol Act, the 1980 amendment has created an

.incentive for diving token grant assxstfnce to

‘allow coluntries to purchase more expensive
training at the- lowest rate. (See pp. 16 and
18.) : : S

-

1nq. However,; Since actuatl tra1n1ng costs are

higher than the IMET rates; the. total cost of.

?he IMET grant program is more than the amount
$

46 million in 1983) appropriated by the Con-

gress under the IMET appnoprlatlon. (see p.

11.) - S

’Whlle GAO recognxzes that. the law authorlzes

not charging for all costs, GAO previously

recommended th at pefense acclumulate IMET cost
data*so that the Congress. would know the costs

borne by Defense appropriations. Because of

the lack of a_ Defense system  to accumulate

total proqram costs, GAO did not estimate the

ampunt of program costs borre by the mllltary

;departments. ' ;

ADMINISTRATION PROPOSAL TO REVISE
PRICING SHOULD NOT BE ADOPTED -~

7
The adm1n1strat10n has proposed amending _the

Arms Export Control .Act to eliminate the cur-

rent multitier pricing structure on the sale

of training and permit only the recovery of.
~incremental or additional : costs ﬁpr both the

IMET 4nd the FMS programs. - If approved; the

proposal would substantlally reduce the amount

foreign customers pay for U.S: military train-
ing.  ({(See p. 16 )

The Departments of. State ‘and Defense explaln
that the amendment would (1) reduce d1scf1m1—

natorv treatment, (2) enable poorer countrles

"o obtain more ©U.S. training, (3) ‘eliminate

the incentive to provide token levels of YMET

grant assistance in order to lower FMS tu1tlon

iv
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réteé, and {4) reduce the costs of administer-~

ing training . sales. - The Departments also
state that the proposal would provide for

charging purchaser ecountries only for ' the

"additional" or incremental costs incurred in

providing tra1n1ng over and abo¥e the costs

associated with providing the training simul-

taneously o U.S. tralnees:. GAO believes that
the amendment” would - further erode the full
cost recovery principle.  '(See p: 18:) '

The servicdes recalculated,; at GAG'S request,

the tu1t10n revenues from the countrtes cur-
to show the effect the amendment would héée
‘had. in fiscal _year 1982. . Repricing showed
that more than $38 million in training. revenue
would have been lost if the amendment had been
applied during 1982. Congressional Budget
Dffice staff estlmated that the lost revenue
would increase to $47.5 million in 1985. (See
o. 17.)

GAO}queetlone the merit in allow1ng this fur-
ther redtctlon in revenues. The calculation
by the services. shows that v1rLually all the
$38 million would have been saved by the
affluent industrialized or oil rich countries
such as ~the Federal Repiublic . of Permanv,

> Japan, Kuwait, and Saudi Arabia, .which would:

gp@ééf to be able to pay the full cost for the
training. (See. p. 18.)

-

CONCLUSIONS - .

Recent legislative changes have reduced the

tralnlng rates charged foreign governments and

increased the amount of program costs being

" funded - -hy Defense appropriations. . GAO esti-

mates_ that the pricing changes have reduced

annual ‘tuition revenues by about $30 million.

Incremental pricing has also obscured the

o total- cost of* the grant program by reducing

the amount of training costs reimbursable to

the military 'departments from ”approprxated

IMFT grant funds and thereby increasing the
costs that must be funded by DPefense' appro-
priations. Therefore, the total cost of the
grant progam is more than the amount (346 mii-

lion 1in 1983)  aopropriated annually by the
! Congress for IMET.

* Tear Sheat B
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the amount of unrecovered costs. a55001ated

with the FMS or IMET. programs; thé Congress
and Defense are unaware oF the tdtal costs OF

b&ing borne rhrouqh befense approprlatlons.

JOnly total cost data provide a comprehensive

ptcture OF the value of 1.8, forelqn aid pro—

vided in.the form of military training assis-
tance: B

P
GAO believes the proposed amendment to _the

Arms Export Control Act would result in fur—
ther erodlnq the full coqt recovery pr1n01ple

ally. Gao also recoqnlzes that the Fonqress
has . 1ntended for some countries, because of
political or ,natlbnal Security reasons, to
obtain training at a-. reducéd ©price and
believes this§ could be accomplished by dis-
counting the price of the training. -~ ror
example, if the Congress desires that some
countries receive training at a reduced price,
it gould authorize a discount. This would
simplify the rate determination process while
also identifying the value of * the training
costs‘beini¢galvpd :
I
MATTFRS FOR CONSIDERATION RY THEJQQMGRESS . -

The Congress should con51der amendlng the Arms

Export Control Act to establlsh arsingle priec-

ing stkucture for all training proviied under
the FMS program, based on full cdst determined

in accordance with qenerallyiaccepted account-

ing pr1nc1ples. If the Conqress desires some

countries or droups of countrles to be able to

purchase tralnlng under the : FM§ program at

less than the full cost because of political

or national security reasons,; it should pro—i

vide quidelines for discounting prices in

ghese cases' and require disclosure of the.
costs waived, \

In the interest of ccnyressional oversight and

sound management; the Congress could take leg-

. :islative actior to completeiy fund the full

cost of the IMET grant program under the For-
eign Assistance Appropriation Act rather than

under both _the Foreign Assistance Appropria- .

tion Act and the hDefense Appropriation Act, as

~ 4

vi
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" is the current practice. Alternatively, the

Congress should consider amending the Foreign
Assistance Act to provide for disclosure of

all unreimbursed costs of the IMET program.

~ (Appendix IV contains Araft legislative lan-

quage for some of these amendments.)

N
-
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CHAPTER 1 .

INTRODUCﬁfUN

The United States prov1des m111tary training on both a grant
\anQ sales basis to foreign governments. The Dewvartiient of State'.
has the~pr1nc1pal role in formulating policy: for this program, as
well as other security assistance programs, but the Department of
Defense through the Defense Security Assistance Agency (DSAA),
1mp1ements ‘the program. The statutory basis for the progrém is
found in the Foreign Assistance Act of 1961, as amended, and the

Arms Export Control Act of 1976, as amended.

Under the Forelgn A°s1stance Act, the Congress makes ava11—

able to foreign governments grant-funded training through the

Internationat M111tary Education and Tralnlng (IMET) program.

The IMET program totaled $46 million in fiscal year 1983' $26

million of this was for course tuition and the remaining $QO m11—

lion was for travel and. l1iving allowance; medical costs; and

operating costs for some of the Panama Canal area schools: In

addition; the Arms Expcrt Control Act authorizes Defense to: sell

training to foreign countries under the ‘foreign mllrtaryisales

(FMS) program. Abouﬂ $194 mtiiionrxn training was provided in
fiscal year 1983 under the sales program.

MULTITIER PRICING

The Acts prescrlbe a mu1t1t1er pr1c1ng structure for traxn—

the m111tary,serv;ces to prlce tra1n1ng, The guldel;nes are used
to compute trainiing costs reifmbiursable to the §eérvices from
appropriated grant funds and to determine the various tuition

1ng prov1des for four tuition rate categorles- 1)” IMET,‘,the

price for training provided. under the grant program,f2) FMS/IMET,

the prtce charged for training purchased by countries concur--

rently receiving grant assrstance, 3) FMS/NATO,ithe price charged

member countries of the rth Atlantic Treaty Organization (NATO)

and countries having i rprocal training__ agreements with the

- United States; and 4) FMS, the pr1ce charged all other countries:
These rates differ because various cost elements are excluded

from some rates and others dre charged only on an incremental

cost basis; as shown in the table on page 2:

According to DSAA in its legislative ‘proposal to reduce

training rates, 1ncrementa1 costing prov1des that tu1tlon rates

ot
I




theory behind incremental costing is that tne'ser;zzgﬁ are
already incurring certain costs to train U.S: students ard that

foreign.governments should be charged only the -additional cost of
adding foreign 'students to_ an existing .U:S: course or school.
Increméntal tuition rates do not inciude the full and proportion-

ate cost of training support, base operations support, or train-
_ing organization overhead. : i

Cost Elements Used In Establishing
The Multitier Tuition Rates
i - Tuition Rates .
IMET FMS/IMET FMS/NATO FMS

Direct Costs:
Civilian lrabor :
Civilian retirement
Military labor =
Military retirement
Materials/other
~ Informational program
Indirect Costs:
Civiiian labor
Military labor

17 1

KD OO W
XD MO W
XXX KK

KK XK X

1900 00!

SO O H
=R I8 I8 X

Materials/other

Asset use charge :

Administrative surcharge _ . o 0
X Full -cost 0 Not charged * Incremental cost

.

1pop officials explained that it is the unfunded portion of

civilian rgtiféMéht costs that is not included.

inder the multitier pricing structure, tuition rates for the

same training Aiffer widely. For example, the rate for a student
at the Army Command and General Staff College ranges from $2;739

at the IMET rate to $28,978 at the FMS rate. (App. III gives
other examples of rate disparity.) -
IMET RATE

The IMET rate includes only the incremental; or ["additional,"”
costs incurred by the United States in providing training simul-

taneously to U.S. and foreign military students. Excluded are
military personnel costs and the costs of unfunded .civilian
retirement. Training costs not charged because of incremental
costing continue to be funded by Defense appropriations.  In
addition, the IMET rate does not include the 4-percent asset use
charge on training facilities and equipment or the 3-percent

administrative surcharge charged most FMS program purchasers.

FMS/IMET RATE

The Arms Export Control Act also authorizes incremental pric-

ing for training purchased by countries concurrently receiving

grant assistance under the IMET program. , Although the FMS/IMET

=

{
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OBJECTIVES; SCOPE,; AND METHODOLOGY .

price 1ncludes military salaries and the administrative sur-,

charqe, it does not include military or unfunded civilian retire-

ment costs or the asse ~ use charge. As .with the IMET tuition
rate, training costs no charqed because of incremental costing

contlnue to be funded by Defense appropriatlons.

FMS/NATO RATE

The NATO agreements allow for re01procal training. among
signatory countries at substantially reduced prices. The training

provided by the United States to FMS NATO rate does not-include
any indirect costs, such as base operation costs, the asset use

charge,ror the admlnlstratlve surcharge. The Arms FExport Control

Act allows for 51m11af¥rec1procal training agreements w1th Japan,
Australia, and New Zealand. To date the United States has signed

agreements with Australia and New Zealand allowing these two coun-

tries to purchase tra1n1ng at the reduced FMS/NATO prices.

£

i e il pu

The FMS price is developed on the premlse that the United

States will neither make nor' lose money in any FMS undertaking.

Consequently, direct and indirect costs for a particular course of

instruction are included as well as thesasset use charge and the

administrative surcharge.

ELIMINATE MULETITIER PRICING

The administration has proposed an amendment to the Arms

Eiport Control Act which would ¢Himinate the current multitier
pr1c1nq of traInIng ‘sold through the FMS program. The proposai

the 1ncrementa1 cost incurred bv the Untted States. The rates for
the IMET program would remain the same. -This proposal is dis-
cussed in ‘chapter 3; .

In a letter dated September 28, 1983, the Chaitman of the,
Aouse Committee on Foreign Affairs asked that we provide a chro-

tary tra1n1ng since 1975 and their impact on the Arms Export

Control Act's requirement fbr full cost recovery. The request was
later expanded to include assessing the impact of the administra-
tion's proposal to establlsh a s1ngle price for military trainiﬁgu
4 i

We conducted our review from June through November 1983 #t

the Departments of State and Defense and: a& the following military
departments and organizations which adm1n1ster the security

assistance trairning progranm. i |

~ v T ) f
/ _ .
v
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~-pefense Security Assistance Agency,
washington; D.C. i

--Headquarters, Departments of Army, Navy,
7 and Air Force, Washington, n.C.
7 o , ] _ I
--Army Training and Doctritie Command, Fort
Monroe; Virginia

—-Chief of Naval Education and Training,
Pensacola Maval Air Station, Florida

—-Foreign Military Tréininq Affairs Group,

TO determlne the chronology oF the pricing changes that have

occurred s1nce 1975 and assess their impact on the Arms Export

Controil Act's original requirement for full cost récovery, we

-

_-éxamined iaws, regulations, and instructions;

u

—~— ——reV1ewed Defense studles and reports,

—-interviewed Department of State and befense
officials; '
) . . ’” ) .
——visited the responsible service components and
interviewed off1c1a1s, and i

——rev1ewed flles and records in order to obta1n

relevant data at all levels visited.

At our request, the services recatcnlated the 1982 revenues,

which are the rmost currently complete data available, at the

h1qher FMS/NATO or full FMS rates for the countries .that rece1ved

IMET grants and also purchased training at the 1lower FMS/IMET

rates; to demonstrate the effect that the 1980 amendment to the
Arms Fxport Control Act had on rednc1ng revenues.. Also, US1ng

cost data brovided by the services we calculated the total costs
of the coiurses dedicated solely for foreign students, except for

the ranama Canal Area Schools and the Defense Language Instltute/

anllsh .anguage Center1 and comoaréd the ©ost with the reimburse-

ments to determine if the full cost was not belng recovered.

. To show the impact of the administration's proposeqjgmenqt

:ment, the military at our request, recalculated the 1982 revenues

\iifthe/ﬂower amount that would have been received from the coun-

&5 affected by the proposed amendment, had the amendment been
in effect in 1982.

<]

The costs and StatIStICS prov1ded by peferise were accepted

without wverification. We did; however, ascertain that these

17
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cost's appearedwreasonable 1n llqht of data prev1ously reported by

Defense.-. At "the request of the Committee, official comments on

this. report ‘were not obtained from the Departments of State and

Defense but the Gcontents of sthis report were ﬁiscusseé with

aoprovriate ;cfficials of these departments, In all “other

respects, the reviéw was carrled out in accordance with generaily
accepted government auditing standards.

-t
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CHUAPTER 2

CHRONOLOGY OF PRICING CHANGES THAT HAVE
REDUCED TRAINING REVENUES

The appropriations for the IMFT program and revenues received

from the FMS program do not fully reimburse the services for the
- cost of training foreign students. . Cconsequéntly, - these unreim-—

bursed costs_continue to be funded by Defense appropriations _and
under the full cost,cqqqeﬁﬁ could be considered undisclosed for-

eign assistance for those countries receiving training under these
! pbrograms. ‘Since- Defense regularly reports only those security

assigtance training program .costs which are reimbursed; either by
appropriated IMET grant funds or' FMS revenue, the Congress is .not

e total cost- of the grant and sales program

pgihd made aware of the tota ]
or the amount of foréigh'aséiétah§é,béihg funded by the Defense.

appropriations. Our review showed ‘that the FMS program requires’
about $30 millidn ;annually in Defense appropriations and that the
actual cost of the IMET program is more than the amount ($46 mil-
jion in 1983) appropriated by the Congress. ‘ N

RECOVERY OF FULL COST IN - ' . -,
THE FMS PROGRAM . .

In 1968, the' Congress revised and consolidated legislation

- governing-the-sale of defense articlés and services in the Foreign

Military Sales Act: This_ revision required foreign countries to
pay, in U.s. dollars; not less than the full value of the training -

(provided. Since the Foreign Military sales- Act did not define
"Qalueff’ipfgggrmg of cost elements, Defense, determined which
glements constitute full cost.. " Over the years, we have ‘taken

exception to Defense decision to exclude certain_costs in" pricing
foreign military sales. From November 1969 tO NDecember’ 1975; we .
issued 10 reports to the Congress on problems in the foreign mili-="
tary sales program, Ssome specifically addressing pricing and the

inadequate: recovery of training costs.
Some of the early pricing problems resulted from the lack of

adequate pricing guidelines: Each service developed pricing pro-

cedures based on its own interpretation of the law. For example,
we reported that in fiscal year 1915;,thefugyy79hargé&,S282,000
for each student attending ﬁhaérgraduate-pilopﬁ;:ainiﬁ%, whereas

the Air Force charged only $81;000 for similar training.

on' November 5, 1975; responding to congressional and our

concern over pricing of Ed%éigh training,; the Assistant Secretary
| o
— R o
TForeign Military Sales—-A| Growing Concern (ID-76-51, June 1;
1976). N L o o _ o
2millions of Dollars of Cost Incurred in Training Foreign
Military Students Have Not Been Recovered (FGMSD-76-91;
pec. 14, 1976).

~—
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of Defense/Comptroller issued specific guidance_for pricing train-
ing’courses. The:guidance included detailed procedures, for con-
puting the fixed and’ variable costs to be included in tHe tuition
rates. The guidance also called for an hourly use charge for air-
_craft; a 1-percent use charge for other training-related equip-

‘ment; and a 4-percent use charge for non~training assets, such :as
quarters. The new guidance: substantlally increased the pr1ce of s
training. In fact, the rates for certain flight tra1n1ng more

- than doubled. ) U
N . N : . ,\

On August 12, 1976, however, the Deputy Secretagy of Defense

not1f1ed the Chairmen of the House and Senate Commlttees on Appro—

priations that he had directed changes in the November 1975 pric-

ing guldance that would result in a 20- to 30-percent reduction in:

tuition prices. He explalned that this had been done because the

sudden and substantial .increase in prices had a;drastic impact on

foreign countries that had insufficient time to adjust their bud-

- gets for students already scheduled for .training: The Deputy

Secretary also said that the November 1975 guidance did not

recognlze ‘the mlittary, poitttcai, and economtc beneftts to be

TO achxeve‘the 20~ to 30~percent reductton,.the NDeputy Secre-

tary proposed ‘two changes to the November 1975 guidance: The

first was to eliminate personnei costs: for leave; holidays; and

retirement. The second was to discontinue theshourly use charge

on aircraft and the charge of 1 percent of total course costs to -

recover ~depreciation on other training-related equlpment. In

Both. Commlttees strongly dlsagreed w1th these changesL In
separate letters to the Deputy Secretary, the Chairmen staied the
Committees recognized the benefits gained by the United sfates in
training forelgn students; but that the Novamber. 1975 guidelines

- should remaln 1n effect, and the Defense budqe'—was not to be used
den ~Nevertheless, the
Department of Defense issiied. the tevised guldelines on - Septem-
ber 28, 19756, S .

C e _

We reported that the rev1sed procedures would cost the_Unlted

base operatlnq costs and sore personnel costs. We estlmaredlthat
in addition to the $40.4 million, deficiencies in the original
guldance would cost the. government at least $9.2 million annually
in lost re1mbursements.

(FGMQD 77 17,

February<23, 1§7ff:
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In March 1977, the Chairman of the House Approprlatidhs Com-

m1ttee again questloned Defense's reasons for not obtaining full

reimbursement and asked the Départment to agaln review the pricing

structure. He also asked us to partlclpate in this review. Sub-
sequently, in Way 1977, Defense again revised its pricing policy

to include much of the cost excluded by the September 1976 guid-

ance. Defefse estlmatéd -that the revisions would increase reim-

bursements to' the sexvice appropriations by about $24.3 million
during fiscal year 1978. 1In_ ‘addition; the Air. Force determined

that for FMS training alone; the revised guidance would result in

911.8 million in addltlonai reimbursements thbt would be credited

to miscellaneous recelpts ‘of the Treasury. L-) \

In a May 6; 1977, letter (B- 159835) to the Chairman of the

House’ COmmlttee on Approprlatlons, we reported that; based on a

limited review, the Defense estimates of increased reimbursements

resultlnq From the revised pricing poltcy appeared reasonable. We

alsoc pointed out that(myh;;e”Qefense s revisions were a major step
toward providing for recovering the fu?'*cost of training foreign
esolved.- _Factors for

students, certaim—issues remained to (be
cost of other c1v111an
nd attrition remained too

computing mllltary retirement pay, th

benefits, and the cost of aircraft use

low in the rev1sed 1nstructtons.

b

.

According ‘to DSAA and Assistant Secretary of Defense/Comp—

troller off1c1als, Defense has taken corrective action to recover

the cost of military retirement and civilian benefits. However,

action has not bheen taken regarding the recovery of aircraft use

and attrition costs because these officials believe that no change

is necessary.

~ nefense officials contend that the 1977 ‘guidelines, which are
currently in effect; essentially include all training costs for

the FMS t01t10n rate: We have not sSpecifically reviewed the
q01dei1nes since their 1mplementat10n in fiscal year 1978.

TUITIGN RFVENUES RFDUCED BY MILLIONS

The Arms Export Control Act of 1976 restated the requirement

that foreign countries pay the. full cost of training-'purchased

including an appropriate chargg for administrative services, cal-

culated on an average percentage basis to recover the full esti-

mated cost of administering salas made under the act.

The act also allows the President to enter into adreements
with NATO countries for the cooperative furnishing of training on

a bllateral or multilateral basis. These aqreements may exclude

reimburseiients for indirect costs, administrative surcharges; and

costs of housing trainees.  However, consistent with the concept

of Ffull cost recovery, the .act stlpulates that the Financial

pr1n01p1es of such agreements be based on reciprocity.



1n, 1980, the Arms Export Control Act was amended to add

AUstralla, Japan, and New Zealand to the NATO countries ellglble,
for reciprocal training agreements at a reduced price. The act”

was also amended to allow countries receiving IMET grant training

to purchase additional tra1n1ng under the FMS program at reduced
rates throuqh 1ncremental prlclng. These changes and 1nappropr1—

resulted 1n the reduction of :millions of dollars ln tuition

revenues annually to the U.S. government.

lNDlRECigiRAINING—COSTS—WAIVED
EORgNA104COUN$RlES

Pursuant to the provisions of tbe 1976 act, on September 17;w

1977, the Department of Defense entered into an agreement with

tbeilqtherJﬂnembers of NATO. The House Committée on_ Appropri=
ations; |'in a report on the Defense approprlatlons blll for 1978

(H.R., Rep. No0.95-451), expyessed reservations about the recipro-

cal agréement* The Committlee comm~rnted, in part:

"Un 1story indicates that in
terms -of providing 1hdi lual training the

"Unfortunately, past

Unlted States has provideq the vast bulk of the

training. In addition, most of the 1ndrv1dual

training provided by the Unjited- States is of the

htgh cost/hxgh overhead .- ype, such as pllot

training. . When asked Eo provide a -list of

tra1n1ng courses provxded by, NATO members for

.S. personnel; nob provxded a list which showed

a high of 263 students in 1976 and a low cf 101

-in 1975, _ However,; of the 263 students; 231.

participated in NATO sponsored colleges and

courses for which the United States has ‘paid its

fair share of the cost; including overhkead. In

all; about 30 B:S. .officers have ‘been attending

primarily British and Canadian war colleges and
command.and staff schools each year."

While not objecting to the  agreement; the Committee
expressed 1ts desire to study;and review the actual operatlon of

the re61procal agreement and directed befense to keep the commit-

tee informed as to the number ogkstuggnts ralned,ﬁtne”typesiog
tralnlng provided, and the cost The Co fimittee requested the

first report by March 1, 1978.

i

The nefense reports to the Approprlatlon Committee on the

tra1n1ng costs waived to NATO countries have_ been irregular,
Defense has not reported on a regular basis, and its two reports
have covered different reporting periods, neither of which was
based on a s1ngle fiscal year.

) Accordlng to DSAA and Ass1stant Secretary of Defense/Comp—
troller pfficials, Defense has experienced dlfflculty in getting
¥
i
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NATO countriés to release irnformation on the training costs waived

for U.S. students. However,rthe partial information provided by
befense shows that absut $2.7 million in traikning costs are waived
annually for U.S. students by NATO countries. While we do not
have Ffiqures for a single fiscal year on U:S. training costs
waived to NATO countries; the two DNefense reports;, one for the
15=month period ended December 31, 1979, and the other for the

f-month period ended September 30, 1981; show that the united
States waives about $17 million i@ training costs to NATO coun-

tries each year. The difference indicates that Defense "appropria-

tions absorb about $14.3 million annually in training costs. The
difference rasults from various factors; inciuding the nature. of

the training and:the number of trainees.

v

REDUCERD NATO PRICE EXTENDED |

’i

TO AUSTRALIA AND NEW ZFALAND

-

The International Security and Development.Cooperation Act of
1980 contained several amendments to the Arms EXport Control Act
and Foreign Assistance Act that affect the tuition rates paid by

certain countries. This legislation added Australia, Japan, .and
New 7zealand to the group of NATO countries eligible for reciprocal

training agreements. The -United States signed agreements with
Australia on December 23, 1981; and with New zealand on April 19,

1982, allowing those countries to purchase, training at the reduce

NATO price.. As yet, no ‘agreement has been reached with Japan to
furnish training at less than full cost. '

INCREMENTAL PRICING FOR COUNTRIES
RECEIVING GRANT_FUNDED TRAINING

fhe 1980 amendments to the Foreign Assistance Act and the

Arms Export Control Act (1) reduced the IMET rates and (2) allowed
‘incremental Pricing of training purchased under the FMS program by
countries conhcurreatly receiving IMET grant assistance. The
objectives of these amendments were to reverse the decline in the
number of students trained under the grant program (from 10,000 in
1970 to about 3,800 in 1979) by reducing tuition rates and allow-

ing countries ‘receiving IMET qféht,tréinihqrgquurchase additional

training at reduced prices under the. FMS program.

-

Reduced IMET _tuition rates

The Foreign Assistance Act states that military salaries, are

not reimbursable to the military departments from grant funds
appropriated for the IMET program. MHowever, all other direct_and
ifdirect costs are reimbursable. The 1980 amendment now allows

thesé costs to be calculated based on the incremental, or "addi-
£ional"”, cost incurred by the United States in providing the
training.



+
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We reported. tRat the exclusion of mlirtary personnel costs

substantlally understated the cost of the grant pr,ogram.ZI ‘While

we recognized that the 1law authorized not charging for ce tain

costs, we recommended that DPefense accumulate cost data so’ that

the Congress would know the costs subsxdrzed by Defense aporopr1a~

tions. As yet; befense does not “have a system to accumulate and

reﬁbrt the amount of costs incurred but not charqed under the

grant program.

Because of time constralnts and the lack of a Defense systen

to accumulate total program Ttosts, we did not try to estimnate the

amount of nonreimbursable program costs being absorbed by the

military departments: 3 However,; the IMET tuition rates are sub-=

stantlally less than the full cost FMS rates for the same courses.

As shown 1in appendlx IfI; the full FMS tu1t10n rate may be more

than 20 times higher than the IMET rate: As a result, the total

cost of training foreign. students under the IMET program is more

than the amount ($46 mlllxon 1n 1933) appropriated by the Con-

Reduced rates for countries :
concurrently receiving IMET trarnlng

The 1980 amendment also allowed the use of incremental cost

to compute;,tultlon charges for training purchased through the
military sales program by countries concurrently receiving an IMET

grant. Before the amendment, the Tnited States was requirec to
recover the full cost of the training purchased under the FM?NPF?T
gram, According to theé Senate report (S. Rep. No: 96-732’ on the

1980 act,,the amendment would not result 1n the Unlted stateq sub-~

would maximize the effectiveness of appropriations For the IMET
program. The House Report (H. R. Rep. No. 96-884). stated that the
inclusion of only additional costs would exclude those fixed over-

head costs that the United States would incur even without the

grant military trainees. During Match 1980 hearlngs before the

House Committee on Foreign Affairs on the pricing- change; nNefense

stated that it could not precisely estimate the impact the. new

rates would have, but minimized the effect by stating that tl.e
costs to be excluded were for such base Operatlng expenses as cut-

ting the grass and painting the buildings. Assistant Secretary of

pefense/Comptroller officials told us that nefense nad not

actualiv studied the 1mpact of the amendment.

At our request; the services repriced the training ourchactd

at the FMS/IMET tuition rates Juring fiscal year 7982 up to the
applicable full FMS or FMS/NATO rates. As shown in the follow1ng

table, the 1980 amendment resulted in ‘reduced tuition revenues

tota11ng about $16; 7 million in fiscal year 1982,

41mprovements Needed in Accounting for Foreign Student Participa-
tion_in Defense Tralning Programs (FGMSD~80-58, :

May 7, 1980).

-
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° Reduced Revenues Due to Use of FMS/IMET Rate
o . Air
¢ Sountry . Army Na ~ , Force Totals
. : : thousando

_ Brazil . $ 15.1 S 416 S 35.8 . $ 92.4"

- Colombia ‘ -—K : - - a7 Y
ncuador - | 266:6 | 266.6
Raypt 5,318.7 8.9 2,322.5 7,650. 1
Grerece - - 7737 14.7 92.4
Honduras T - . 3.9 - 3.9
India T 2.3 2.3
Jordan 1;159.5 © 4.9 75.0 1,239.4
Rorea ‘ 221.9 31:3 46.2 299.4
Tiebanon _ - - - 2.0 .20
Malaysia, - 3.2 - 117.6 ©120:8
Mexion - - 1,042.3 1,042.3
Morocco : - - 143.5 143.5
pakistan " 198:8 9.2 914.9 1,123.0.
Peru - - 4:1 4.1
Pailionines 5.1 - 2.0 7.2
QInqaoore 564.9 1;923:4 734.9 3,163.2
Somalia - - 253.0° - 253:0
Spain - : 32.0 T— 32:0
sudan - : - 282.4 282:4
Thailand - 34:9 - 34:9
Tunisia f4.9 - - 64.9
Tarkey - - 2.9 2:9
Venezuela 589.2 45.1 o '91.4 , 725:7 ~
Totals - $8,078.2 $2;216.2  .$6,358.8 $76,653.2

Note: C(olumns may not total due to rourMng.

INCREMENTAL PRICING MAY CREATE AN INCENTIVE
FOR GRANTING TOKEN IMET ASSISTANCE

-

The provision in the 1980 ameément‘ allowing incremental .
pricihg in the sales program has created a dituatibﬁ whereby a

the lowest FMS,rate ~ The follpwing . two cases demonstrate how -
these token IMET arants affect the mllltaryesalps program.

~-In 1982, Slngapore received about $50 OQO in grant prcgram

training and purchased $4 7 million in training under the

mxlxtary saies progra ‘ ThIs ‘same tralnlng would” have
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-—In 1982 Venezuela recelved SB 100 in qrant tralnlng from‘

- the Army and purchased training _ fog about S$161;000 at the
FMS/IMET price. Venezuela wuuld have had to pay $74D1;415
for this training if it !iad not received the tralnlna

qrant.

Although the. Forelgn A551stance .Act does. Qot prohlblt USIng

the grant program for obta1n1ng a lower FMS price; we believe that

prov1dlng token grant assis&ance to reduce the rates pald by a.

country purchasing training is§ not a good practice.

—--— ‘

"BRAZIL RECFIVES NO IMET ASSISTANCE ’ : . o
BUT POJRCHASED TRAINING AT THE FMS/IMET RATE- e,

hed -

- Brazil, although not receiving, IMET grant ass:stance, has
beenfa;lowed to purchase training at the FMS/IMET price since

October 1, 1981. It was allowed to ,purchase $1,;272,462 in train-
ing at-'this price. (Thls training should have cost $2,785;77d . at
the fullVPMq price. The Arms Export’ Control Act® requ1res that a

country be "concurrently" receiving grant assistance to be’ engI-
Ble for the lower price.

In a letter dated July 22, 1983, DSAA'S Geéneral - Counsel

responded to our inquiry on Brazil's e11g1b111ty to. purchase :

training at the FMS/IMET price by sav1ng that the executfive branch

had interpreted "concurrently receiving a551stante"ras being plan-

ned IMET assistance as presented in the Fongre591onal Presentation

Document ; Corrective action is being considered by the Defense
VDepartment* o
- kS

INCREMENTAL PRICING APPLIED TO COURSES . .

DEDICATED TO FOREIGN STUDENTS a

Defense is-.required by law to recover the addltlonal" or .

incremental; cost incurred in providing training under the grant

program (excluding miltitary salaries). and through military .sales

to_grantee countries purchasing additignal taining. DSAA has

informed the Congress that this means only the additional costs

incurred in providing training over and above the costs associated

with providing the traxning szmuitaneously to 17.S. mllltary stu-

dents. However; we noted  that the services conduct many. tralnlng

courses for forelgn students only (dedicated courses). A dedi-

cated course is one that is not normally conducted for U.S, stu-

dents, exists predominantly or exciusxveiy for the beneflt of the

IMET or FMS training program, and may be conducted in a foreign

1anguage -

Pricing instructions not applied

Deferise cost pr;c1ng instfﬁétibns for FMS/IMET training are

appllcable both to courses for ©:S. and for, foreign students

onlyS and défine how incremental cost -is to be computed* We
SDOD .7290.3-M, Sections 710 and 712. . ..
! . 5
13 - ¥
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woutld 'nxpv ct that Nnefense's application of these ‘instructions

wortd tead to qreater recovery of incremental costs in the case of

dedicated courses as compared with courses attended . by U:8:; stu-

dents and a few FM%/IMFT students. We found that Defensel fIgured

incremental »ricina for dedicated courses on the basis of incre-

mehtat DflLlnq for courses in which mostly T1J. S. and some foreign

~ In reviewing the 706 courses dedicated to foreign students,
we found that 125 foreign students attended 30 of these courses

under the FMS/IMET rate structure., Based on data provided the
services potentially _up to $4.9. ‘million of costs were not recov-
ered; {The $4.9 mlll)onfgsgancluded in the $16:7 million dis-

cussed on pages 11 and 12.) Following is a scheduie showing the
amounts bv service: -

N oo

|

_ ;o Full PMS -
No. Of No. of . - cost,of Total cost not
courses sStudents cSurses@ reimbursed = recovered
_ - - - - - (thousands) - = - - =
Army 5 a7 , S 698.0 $ 120.5 § 577.5
Navy 10 17 - 257.9 96.5 | 161.4
Air Force 15 61 - 11,241.9 7,075.2 4;166.7
Totals 50 125 $12,197.8 514232_1L $4,905.6

arhe Full DMQ price was used because data was not avallable to

'COmpute the Full 1ncrementa1 costs. These costs, therefore,

CONCLUSIONS

In recent years }eqtslatlve changes have reduced the training

rates d&harged foreign governments and increased the amount of
- program. costs beIng funded by Defense approprlatlons27 For exam-

oIe,i}gcremehtal pricing has obscured the total cost of the grant -
program by reducing the amount' of training costs reimbursable to

the military departments from appropriated grant funds and thereby

increasing the costs that must be funded by Defense appropria-

tions: As a result; total cost of the grant program is more than

the amount (S46A mllllon in 1983) appropriated annually by the Con-

qrpqs." We also estlmate that or1c1ng chanqes have reduced annual

——Adreemehts With NATO members, resulting in -
waiving an estimated $14.3 million in
trainina costs. : o

-—Increméntal pricing of tra;ginq sotd to
countries concurrently receIVInq grant

- ’

6énoes. not include the Panama Canal ' Area schools NorprgfenSe
l.anguage Institute/Fnglish Banguage Center which are primarily
for trainina. foreign students.

14 SO




tralnlng a551stance under the IMET Drcgram
" resulted in about $16 7 million in redu§ed
revenue. Of this  amount potentially

-e——million was due to Defense' srlnapproprlate

appllcatlon of 1ts own pricing quidelines

in connection w1th dedlcated‘ training

courses.

unrecovered costs associated thh the FMS and IMET programs, the

Congress and Defense are unaware of the total costs of these pro-

grams and how much of these costs is being funded through Defense

approprxatlons. Only total cost data provides a comprehen51ve

picture of the value of U.S: foreign aid provided in the form- of‘

military training assistance. Reliable total cost information is

needed primarily for overall budget decision-making.

Chapter 3 discusses the admxnxstratxonrs proposed amendment

affecting the pricing structure and contains recommendations to

theé congress on full disclosure of costs of these programs.

15 .




P THE ADMINISTRA "ION'S 'PROPOSED CHANGE TO THE PRICING
. QBE_EMS._ TRAQNING WOULD INCREASE U.S. COSTS

The admxf istratioer*s %roposed amendment would eliminate the
current mult1t1er pr1c1ng structure on the sale of‘tralnlng and
permit only two pr1c1ng systems; the one. for IMET grant assis-
tance and the lowest price, the FMS/IMET rate, currently charged

FMS customers:

The . administration proposes to amend section 21(a)(3) of

the Arms Export Control aAct, which now reads as follows:

"(a) The President may sell defense articiles

and defense services from the stocks of the

Department of Defense to any eligibte country or

international organization if such country or

international _organization agrees to pay in
United States dollars --"

* * % %

“(3) 1n the case of the sale of La de¥ense serv-
ice, the :full cosr"to,the United Stales Govern-
ment of furnishing such _service; except that 1in

concurrently receiving assistance undef chapter 5
of part II of the Foreign Assistance Act of 1961,
""" e/ incurred by

The proposal would strike out "sold to a purchaser who is

,concurrently receiving assistance under chapter S of part II of
the Foreign Assistance Act of 1961.

—

In addition, the administration proposes to repeal sectian

21 (g), which permits the President to enter into NATO stand-

ardization agreements and 51m11ar agreements w1th Japan,,Ausfra—

‘lia; and New Zealand for reciprocal training at reduced costs.

Section 21(g) would no Yonger be needed, because the revision to

- section 21(a) would include all countries:

IMPACT OF THE PROPOSED AMENDMENT

If approved, ' the proposal wouild substantlally reduce the,

amount foreign customers pay for U.S. military tra1n1ng. In

1982, Defense estimated that the amendment would have reduced

tuition revenue by $40.5 million; based on the planned fiscal
year 1982 training program. Also; the Congressional Budget
Office (CBO) staff estimated the revenue reduction would
increase to about $47.5 million by 1985; assuming the number of
students remained constant during this period: These estimates

16
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E 1983 1984 1985
‘ Tff_f_‘*_(mllllons)_:;:::;f?;
$41.7 $434.5 47.5

CBO staff also concluded that the loss in revenue would sub=

seQuently requlre increases in Defense appgopriations or would
have to be absorbed by the services.

Using actual, as compared to planned tralnlnq flqures used
by bDefense and €BO for program year 1982, the setrvices trécalcu-

lated; at our request, the tu1t10n revenues for the countries

currently paying the full FMS or the FMS/NATO rates, to show the

effect the proposed amendment would have had in 1982: Repricing

showed that more than $38 miilion in revenue would not have been
received 1E the amendment applied during 1982, as shown below.

e -

Estimated Revenue Reduction -
Resulting From Proposed admendment ;

(Based on 1982 Program)

& Alr
Country Army . __Navy Force ~ Totals
/}f*w' thousands
Australia , $142.3 $759.0 $70.3 $971.5
Bahrain = 35.0 5:5 - 40.5
Belgium . _24.5 I 105:.6 130:1
Canada . 243.6 269.8 231.5 744:.9
Denmark 182.5 14.0 77.0 273.5
Frapce 80.7 64.5 17.2 162.4 -
Federal Republic o o P
of Germany ~ 2,835:2 385.1 3,556.9 6,777.2
Greece ) " 145 5 40.7 - 186.2
Ireland - - 12.1 - 121
Israel’ - - 72.2 222.3 ~ 294.5-
fraly 4729 898:8 ©709.4 1,656.0
Japan 434.4 373:8 ,582.8 2,391.0
- Kuwait 2;301:0 62:0 1 ,035.9 3,398.9
Luxembourg - 5.8 - - - 5.8
Netherlands 335:.7 . 123:5 171.0 630.1
New zealand . 22,3 . 12:2 ~ 10:6 45:1
Nigeria 753.6 116.1 1,714:6 2,584:.2
Norway 317.9 239.8 132:8 . 690:5
Qatar _ 4401 20.4 1729 ’ 82:4
Saudi Arabia 2,442.0 949.4 R,381.3 C11,772:7
Sweden Y 27.5 3.4 . 31.6
Switzerland 112.7 - 95.3 . 208.0
Taiwan 996.3 167.7 134.2 1,298:2
tnited Arab Fmirdtes 23.6 2 37.1 1,005.7 1,066.4
United Kingdom . 61.4 130.7 33.5 225.6
NATO “(other) 1,269.6 - - 1,288. 8 2,558.4
Tetat $12,823:1 $4,811.2 $20,603.5 $38,237.8
—_— e — {

Mote: Columns may not total due to rounding.
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DEPARTMENTS ' RATIONALE ?OR FLIMiNA%iﬁ& .

proposed amendment would (1) reduce discriminatory treatment,
that is; eliminate charging three different prices for training,
{2} enahle pooreér -countries to obtaln more U.S. training, (3)
sliminate the incéntive to provide token levels of grant assis-

tance 1in order to lower FMS tuition rates, and (4) reduce the

The Departments of State and® Defense expldin that the

costs of administering training sales. The Departments also
state that the proposal wouldAiproy;de for charging purchaser
countries only for the "additional;" or 77777 incremental; costs

incurred by the government in providing such training over _and

dabove the costs associated with provxdxng the tra1n1ng simulta-

nuoucly ko U.S. m111tary trainees. Our comments on the Depart-

ments position follow. .

Reduce_discriminatory treatment:. . The number of students
rPLPlvrnq training at the reduced FMS/IMET price account for a
small percentage of the total number of students being trained
under the FMS proqram. For example; only 131, or 5 percent,fof
the 2,573 students receiving FMS training_ furnlshed by the Navy
were charged the lower price during 1983. only 1,959, or.16

perceht,rthe 12;221 FMS students being_ prov1ded tra1n1nq by all
of the services received the lowest FMS price. (See apb I11.)

Fnahle poorer countrles to obtaln more U S traiﬁinq' HlstorI—

the reductions in tuition_vrates, resultlng from the 1980 amend-

ment to the Arms Export Control Act, . -the total number of stu-

dents being trained under the FMS program declined from 17,744

in 1980 to 12,221 in 1983. Alsc, as can be seen by the ltst on

vage 26, the poorer countries are not the ones most affected by

sarllv Increase the number of students belng tra1ned. Even with

the proposed amendment. For example; in* 1982 almost $12 million
l¢ss revenue would have been-received from Saudi Arabia had the
proposed amendiment heen in effece. Virtually all of the $38

million would have been saved by the affluent 1ndustr1allzed or

o1l rich countries, such as the Federal Republic of Germany,

Japan, Kuwait, and Saudi Arabia, which would appear to be able

to pay the full cost for the training:

~ Eliminate.  the incentive to obtain token .levels.of grant
assistance in order to lower FMS tuition rates. -The 1980 amend-
ment did create an incentive: to obtain token levels of grant
assistance 1n order to get the lower FMS rate. Token grant
asststance to reduce tuition ratés may be occurring. Hogeyer,
we do not believe this is a good practice. This is discussed in
chapterg 2. {See p. 12.) - ]

Reduce the costs of admlnlsterlnq tralnlnqlsalES’ Accord-
ing to service officials the administrative cost savings from

}

*
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mu1t1m11110n dollar reduction in sales revenue.

ALTERNATIVE PRICING STRUCTURE DESIRABLE
We believe there is merit in having only a single price
structure, but believe it should be the-full FMS rate. . Recog-
nizing that the Congréss has' intended for some countries,
because of political or national security reasons, to obtain

training at_a reduced p° -e; or even at no cost; congressional
desires could be accom: ited by discounting the price of the-
training. For example; .. the Congress desired that some coun-
tries receive training at a reduced price; it could authorize a
S0-percent discount_{or some other percentages). This would

simplify the rate determ;natlon process while identifying the
value of the training cost being yaived.

CONCLUSIONS

We found that (1) the full cost of providing training to

foreign governments is not belnq recovered, (2) the proposed;

amendment would further erode the full cost, recovery pr1nc1p1e,

and (3) options are available to better determine full cost and

the amount of costs being waived. According to Defense and CBO

estimates; the proposed amendment would reduce revenues by over

$40 million annuaily and, a@s a result; more of the costs would

be funded by Defense azappropriations. 1In previous reports and

testimony; we have poxnted out that it is a qeneraiiy accepted
qovernment accounting pr1n01pfe that the full cost of a function

or product aniude the cost of overhead and that qood busrness

reéoVéry be absorbed by other Befense apprOprlations. The pro-
posal for a s1nq1e tu1tlon rate has mer1t, but the rate should

MATTERS FOR CONSIDERATION BY THE CONGRESS

The Conqress shou1d amend the Arms Export Control Act to
establlsh a single pricing structure for all training prov1ded

under the FMS program, based on full cost determined in accord-
ance with generally accepted éCCbUhtihq principles. If the Con-

gress desires some countrles or groups of countr1es to be ahle

cost, it should ptovide gquidelines Eor discounting prices in

those cases and require disclosure of the costs waived.
.In the 1nterest of approprlate conqres51ona1 overslght and
‘sound management,; the Congress should-.take legislative action to

completely fund the full cost of thé IMET grant program under’

the Foreign Asslstance Approprlatlon Act rather than under both

19



the Foreiqn AsSistance Appropriation Act and the Defense Appro-
priation Act as is the current practice. Alternatively, the

program.
(Appendix IV contains legislative language for some of these
amendments.) .
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hanv i st e : ' ashington, D.E. 20515
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o B : ‘September 28, 1983

Mr: Charles A: Bowsher

Comptroller Gemeral of the

United States

General Accounting Office

441 G Street, N.W. T .

Room 7026 ' .

Washington, D.C. 20458

Dear Mr. Bowsher:

I understand that GAO's National Secirity and International Affalrs
Division is currently in the process of reviewing decurity assistance
training provided to foreign govermments by the Department of Defense.
This review, as I understand, focuses particular attention to the pricing

structure of foreign military training.

As you know, the House Committee on Forelgn Affairs has a continuing

interest in the forelgn military training programs. In the past geveral

years; during committee consideration of the foreign aid request; the
committee has evuluated séveral administration requests to modify the

pricing structure of the foreign military training prograss. ASs such, a

GAO report prepared for the Committee on Foreign Affairs providing a

chronology of the price changes which have occurred since 1975 in the

foreign military training program amd their impact on the Arms Export
Control Act's requirement for full cost recovery would be extremely useful
"o the conmittee's consideration.and analyses of these programs:
____Since the report wiil be used during the committée's oversight
hearings of the security assistance programs, the committee would

appreciate receiving the final report no later than January 1, 1984:
If you have any questions please do mot hesitate to contact Hrs. Tonl

Verstandig of the gtaff of the Subcommittee on Intermational Security and
Scientific Affairs on 225-8926.

Thanking you for your attention to this request, I am

CIZ:tv i 5
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APPENDIX III APPENDIX IIT
— : /

EXAMPLES OF THE DIFFERENT ARMY

TRAINING COURSE PRICES FOR FY 1983

—~——

Ariiy Course Title - IMET FMS/IMET FMS /NATO Full FMS

Engineer Officer Basic $1,045 $2,394 $5,656 $10,468

Pathfinder 435 906 5,078 5,819

Ordnance Officer Basic-Mumi- 982 1,951 7,297 13,563
tions Material Management ‘ ‘
Judge Advocate General -323 370 7,962 3,990

Officer Basic

Mapping and Charting (E'e'o"déé}'v, 520 ' 550 8,480 9,070
Officer ‘ -

Offset Printing 350 380 4,960 6,140

OH-58 Helicopter Repdir 464 764 3;641 6,775

[d
|

Topographic Instrument Repair ' 660 690 6,960 8,210
Improved Hawk Launcher 252 511 2,488 4,253
Crew Member (Non-U.§.)

Command and General Staff 2,739 4,511 <> 19,303 28,978
.0fficer ) . 7
: | . ¥

Army War College Fellow 5,513 7,212 27,739 54,289



APPENDIX ITI | o . . APPENDIX IIT

-~

EXAMPLES OF THE DIFFERENT AIR FORCE
TRAINING COURSE PRICES FOR .FY 1983

IV
B

Air Force Course Title IMET FMS/IMET' . FMS/NATO , Full FMS

Pilot lhstriictor Training 5 28,130 $ 43,470 $ 65,820 $ 92,970
(1-37) '

Experimental Test Pilot 232,140 253,360 319,950 607 ;940

Course/Foreign

Fiight Test Navigator/ 94,840 104,790 135,160 267,840
Foreign ' .
q . .
Basic Survival Training 240 560 1,350 1,920
Course/Foreign ‘
Water Survival Training 150 260 1,140 1,430
Weather Techiician 1,960 4,300 8,160 16,100
i

\

Weapons Controlier/Foreign 1,060 1,240 1i;110 19,150

Electronic Warfare Operations/ 740 1,260 7,890 15,890
Staff Offiter l

Air Command and Staff College 1,920 6,880 9,340 24,870

Air War College V4,090 16,480 25,800 49,450

26 - .
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APPENDIX TII

EXAMPLES OF THE DIFFERENT NAVY

TRAINING COURSE PRICES FOR FY 1981

Navy Course Title _IMET FMS/IMET

APPENDIX III

Full FMS

Infantry Training School $ 240 s 778
UsME

Tactical Action Officer 547 2,254

Underwater Demolition/Seal 2,306 5,695
Training Basic

IBM 360 (0S) COBOL 2,689 13,182

Programming

Afiphibious Warfare School 2,999 7,191

Training

Officer Candidate School 1,177 2,881
Coast Guard

Naval Command College 3,326 10,493

Naval Staff College 3,035

Armed Forces Staff College 12,462 6,630

Command and Staff College 3,412 9,256
USMC

25

$ 1,063

5,033

9,849

21,049

9,551

3,464

$ 1,670

7,558

14,533
32,023
22,519

7,488

30,459
18,523
18,605

28,274



APPENDIX TV - APPENDIX IV

-

BROPOSEPN LFGISLATIVE AMFNDMENTS

FMS Training . '

C‘ :

Section 1. Section 21(a)(3) of the Arms Export Control Act is
amended-- T ' :

(i) by striking out all that follows "such service" and
inserting in lieu thereof "in accordance with generally accepted

princioles".

(i) by iﬁééftihg‘“iifﬁ after "(g)"*

~ (ii) by striking the second sentence of the section and = -

inserting in lieu thereof, "such agreements shall include reim=
bursement for all direct and indirect costs:"; and

(1ii) by adding the following subsection: |

"(2) AqrééWEHtsraifééa§»éﬁEéféa into under

éaBSéétidhngjithat7d97g9;7i§§;ﬁaé reimbursement
for all direet and indirect costs shall be rené-
gotiated -no later than i after the

enactment of this provision to include all such
costs." ° Fa

) z _
IMET ) - & ) ; x

section 1. Chapter 5 of the Foreign Assistance Act of 1961 is

amended by adding a new section 544 immediately after section
543: - T

Wl

Wgec. 544. Appropriations Chargeable.--All

direct and indirect costs, as determined by gen- £
erally accepted accounting principles; incurred
by the DbDepartment of Defense or any military

department in providing ‘military education _and

training shall be charged only to appropriations
o~ o 1]

made for foreign assistance.
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Seétibﬁ 2. . Section 644!m)(5)7of such Act is amended by etrlxlnq‘

out "addltlonal" and inserting in 1ieu thereof’ "all direct and
indirect". . -

-
'

dut "(otherrthan salafieé of members of the Armed Forces of the

United States)" and inserting in lieu thereof; "(other than sal-

aries of members of the Armed Forces of -the inited States except
the salaries of members. involved in the program authorized by
-Chapter 5, Part II of this aAct)".

Section 1. Chapter 5 of the Forelqn Assistance Act of 1961 1is

amended by adding a new section 544 after section 543:

"Sec. 544 Report ~~(1) The amount and ideh:
tity of all direct and indirect costs, as détér:

principles, incurred by the Nepartment of Defense

or any military department in providing military
‘education and training shall be, to the éxtent

notrrelmbursed from appropriations. made for for-.

eign assistance and related programs, reported to

“the Porelgn Relations Committee of the senate,

the Foreign Affairs Committee of the House of

ReoreSentatlves,r and the Aﬁpropﬁiatlons Commlt—
tees of the Senate and House of Representatives."

"(2) The report required by subsection (1)

shall be submitted as part of the report requiredk

by section 634 of thrs Act."

(463697)
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